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The World Bank announced on April 23 a loan 
equivalent to US$14 million to The Karachi Electric 
Supply Corporation Limited (KESC), a public utility 
with shares held by the Pakistan Government and 
private interests. The Bank of America is participating 
in the loan, without the World Bank’s guarantee, to 
the extent of $198,000 representing parts of the first 
two maturities which fall due on March 1 and Septem- 
ber 1, 1963. 

This is the second World Bank loan to KESC. A 
loan of $13.8 million made in June 1955 financed the 
foreign exchange cost of constructing a 30,000 kilowatt 
steam power plant, together with the extension and 
improvement of transmission and distribution facili- 
ties. This plant went into commercial operation in 
1957, and its output will be fully utilized by the end 
of 1958. The new loan will help to finance a 60,000 
kilowatt steam power station to be built adjacent to the 
one financed by the earlier Bank loan; transmission and 
distribution facilities will also be further extended. 

The estimated cost of the new project is equivalent 
to $21.5 million. The Bank’s loan will provide the 


Europe 
U.K. Budget 


Introducing the budget for the financial year ending 
March 31, 1959, the Chancellor of the Exchequer said 
that it was too early to be sure what the future portends. 
U.K. policies, in any event, must be guided by three 
dominant objectives: to mantain the valug.of the cur- 
rency; to strengthen U.K. external finances by increas- 
ing reserves or reducing liabilities, or both; and to play 
a part, consistent with resources and responsibilities, 
in the expansion of world trade and in the development 
of the Commonwealth. Although the growth of pro- 
duction in the United Kingdom was small in 1957, 
there were some satisfactory shifts in the use made of 
resources. Government expenditure fell slightly in real 
terms. Consumption rose by about 2 per cent, and the 
rate of personal savings reached 10 per cent of income 
after tax. Most of the increase in output went to invest- 
ment, both in stocks and in fixed capital; over the past 
five years, the proportion of total output devoted to 
fixed investment has risen from 14 per cent to 17 per 
cent. The excessive pressure of demand has relaxed 
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foreign exchange needed, and the remaining costs will 
be financed by KESC from retained earnings and the 
sale of shares. The imported equipment for the project 
will be obtained through international competitive 
bidding. 

The loan is for 20 years and bears interest of 5% 
per cent annually, including the 1 per cent commission 
charged by the Bank. The loan is guaranteed by the 
Government of Pakistan and will be secured by a trust 
deed, with Baring Brothers & Co., Limited, of London 
as trustees. 


This is the ninth loan the Bank has made in Pakistan 
and brings the total lent there to $126,450,000. The 
other loans were for railway rehabilitation, for agricul- 
tural machinery to reclaim waste land, for the construc- 
tion of a natural gas pipeline, for a pulp and paper 
plant, for an institution to promote private industry, 
and for the rehabilitation of the Karachi East Wharves. 


Source: International Bank for Reconstruction and 
Development, Press Release, Washington, 
D.C., April 23, 1958. 


over the past year and, although employment is high 
by any normal standard, there is rather more unemploy- 
ment than a year ago. There are some local pockets of 
unemployment which must be tackled with all possible 
energy. Costs and prices continued to rise, chiefly 
because wages and salaries increased faster than out- 
put. Import prices are now 11 per cent lower than a 
year ago. However, the Chancellor said, there is at 
present an opportunity to halt, and possibly to reverse, 
the trend of rising prices. 

Turning to external affairs, the Chancellor stated that 
in 1957 the United Kingdom had a substantial and en- 
couraging surplus. It is probable that the published 
figure of £237 million (see this News Survey, Vol. X, 
p. 314) is an underestimate, since some of the very 
large receipts during the year which could not be identi- 
fied were almost certainly attributable to current trans- 
actions. But though in both 1956 and 1957 surpluses 
on current account were sufficient to cover normal long- 
term investment overseas, there were large reductions 
in the sterling holdings of overseas countries which 
would have led to losses of reserves but for fresh bor- 
rowing. The sterling withdrawals were of two kinds: 
those of non-sterling countries largely, though not 
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wholly, reflected lack of confidence in sterling; those 
of sterling countries were due not to speculation but 
to the worsening of their commercial accounts. The 
decrease of sterling area holdings was concentrated in 
the second half of 1957 and amounted to £226 million. 
The decline of confidence in sterling was due in part to 
the continued rise in money incomes in the United 
Kingdom, which produced a serious doubt about the 
strength and stability of the currency. Following action 
by the Government, confidence in the pound has been 
restored. 

The Chancellor stated that ordinary revenue in the 
financial year ended March 31, 1958 was £5,343 mil- 
lion, £54 million more than the budget estimate. 
“Above-the-line” expenditure amounted to £4,920 mil- 
lion, £93-million higher than the estimate. The cost of 
Consolidated Fund services was £25 million higher than 
the estimate, mainly because of higher debt charges 
arising from higher interest rates offset in part by the 
postponement of the payment of interest on the North 
American loans. Expenditure on defense exceeded the 
estimate by £10 million, as a result of increased prices, 
and civil expenditure exceeded the budget estimate by 
£58 million, largely because of the increased cost of 
agricultural subsidies. Net “below-the-line” expendi- 
ture amounted to £635 million, £48 million more than 
estimated mainly because of higher net advances to the 
National Coal Board and issues to méet the deficits of 
British Railways; loans to local authorities were £8 
million lower than expected. Thus the deficit which had 
to be financed by borrowing was £212 million, com- 
pared with a budget estimate of £125 million. The 
over-all deficit of £212 million was the main factor 
leading to the net increase over the year of £224 million 
in the total of the national debt. Within this total, the 
floating debt increased by £376 million. Thus some 
increase in short-term government borrowing and, 
therefore, in bankers’ liquid assets could not be pre- 
vented. Nevertheless, bank advances over the year fell 
by £72 million, and the Chancellor expressed his appre- 
ciation to the banks for their continued cooperation. 

Turning to prospects for the coming year, the Chan- 
cellor said he was determined to maintain the effort to 
meet exchequer requirements without increasing the 
floating debt. This meant a continuing tight hold on 
public expenditure, vigorous funding, and an increase 
in exchequer receipts from small savings. With this in 
mind, the limit on holdings of the current issue of 
National Savings Certificates is to be raised, and a new 
defense bond is to be issued on May | carrying interest 
at 5 per cent and repayable in seven years at the rate 
of £103 for each £100 invested. To help relieve unem- 
ployment in areas where it is above average, banks 
will be exempted from the need to hold down advances 
where sound development projects are involved. An 
amending bill will be introduced to allow treasury 
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assistance to businesses in such areas if it is likely to 
cause an increase in employment. The Chancellor 
stated his belief that a sudden sharp recession in the 
United Kingdom is not likely. 

Tax changes proposed in the budget are expected to 
cost the Exchequer £50.5 million in 1958-59 and £108 
million in a full year. No general sales or turnover tax 
is to be imposed, but the number of purchase tax rates 
will be reduced from 7 to 4, thus simplifying this tax. 
This measure will cost £30 million in 1958-59 and £41 
million in a full year. To implement a recommendation 
of the Royal Commission on Taxation, the different tax 
rates on distributed and undistributed profits, which 
are presently 30 per cent and 3 per cent, respectively, 
will be unified at 10 per cent. The cost of this measure 
will be negligible in 1958-59 and £16 million in a full 
year. The rates of initial allowances for capital expend- 
iture are to be increased. Some other minor changes 
are also to be made in the tax system. When account 
is taken of all these tax changes, revenue for 1958-59 
is estimated at £5,439 million, £96 million more than 
the outturn last year. The Chancellor estimated “above- 
the-line” expenditure at £5,075 million, £155 million 
more than last year’s outturn. The net total of expend- 
iture “below-the-line” is estimated as £35 million less 
than last year’s outturn: loans to local authorities are 
estimated at £27 million less than last year, while issues 
to nationalized industries other than the National Coal 
Board are estimated to be £75 million more than last 
year, largely because of the increased investment ex- 
penditure by the British Transport Commission. Thus 
it is estimated that for the year 1958-59 there will be a 
surplus “above-the-line” of £364 million and an esti- 
mated over-all deficit of £236 million. 


Source: The Times, London, England, April 16, 1958. 


French Exchange Control Measures 


The French Foreign Exchange Office issued, on 
March 22, new regulations regarding nonresident 
accounts in French francs. These accounts are now 
classified in three main types: free franc accounts, 
transferable franc accounts, and bilateral accounts. 

Free franc accounts are open to all residents of the 
dollar area and of French Somaliland, and they are not 
denominated by country. They may be credited with 
the franc proceeds from sales, on the Paris foreign 
exchange market, of Canadian dollars, Djibouti francs, 
Mexican pesos, and U.S. dollars (excluding bank- 
notes), and such other receipts as may be authorized 
for credit to such accounts. They may be debited for 
the purchase of any foreign currency negotiated in 
the Paris foreign exchange market (excluding bank- 
notes), and for all payments in the French franc area. 
Balances on free franc accounts may be transferred 
freely to other free franc accounts, to transferable franc 
accounts, and to bilateral accounts. 












Transferable franc accounts are open to residents of 
those countries (and their monetary areas) not classi- 
fied as dollar or bilateral countries, and they are denomi- 
nated by country. They may be credited with the franc 
proceeds from sales, on the Paris foreign exchange 
market, of Canadian dollars, Djibouti francs, Mexican 
pesos, U.S. dollars, and EPU currencies quoted on the 
Paris foreign exchange market (excluding banknotes) ; 
with transfers from free franc accounts or from other 
transferable franc accounts; and with such other receipts 
as may be authorized for credit to such accounts. They 
may be debited for the purchase of nonconvertible cur- 
rencies negotiated on the Paris foreign exchange market 
(excluding banknotes), and for all payments in the 
French area except those for account of residents of 
the dollar area. Balances on transferable franc accounts 
may be transferred freely to other transferable franc 
accounts, regardless of the country of the account holder, 
and to bilateral accounts. 

Bilateral accounts are denominated by country and 
are open to residents of those countries (and their 
monetary areas) with which bilateral agreements are 
in force and payments take place on a strictly bilateral 
basis—Albania, Andorra, Bulgaria, Chile, Czechoslo- 
vakia, East Germany, Ecuador, Egypt, Finland, Hun- 
gary (private accounts), Israel, Lebanon, Poland, 
Rumania, Saudi Arabia, Spain, Syria, Tangier, Uruguay, 
U.S.R.R., and Yugoslavia. The accounts with Chile, 
Ecuador, and Uruguay are expressed in U.S. dollars as 
a unit of account. Bilateral accounts may be credited 
with the franc proceeds from sales, on the Paris 
market, of all currencies negotiated on that market 
(excluding banknotes); with transfers from free franc 
accounts, from transferable accounts, or from bilateral 
accounts of the same nationality; and with such pay- 
ments as may be authorized for credit to such accounts. 
Balances on bilateral accounts may be transferred only 
to other bilateral accounts of the same nationglity. 
French francs in bilateral accounts related to Czecho- 
slovakia or to Yugoslavia may be exchanged against 
Czechoslovak korunas or Yugoslav dinars, respectively, 
on the Paris foreign exchange market. 

At the same time, an important change was made in 
the regulations concerning capital accounts. As pre- 
viously, transfers between two capital accounts of the 
same country and transfers between two capital ac- 
counts of either the dollar area or the EPU area are 
permitted freely; ard, in addition, transfers are allowed 
from capital accounts of residents of the dollar area 
to those of residents of the transferable franc area or 
of bilateral countries, and from capital accounts of 
residents of the transferable franc area to those of other 
residents of the transferable franc area or to residents 
of bilateral countries. 

The Foreign Exchange Office also issued, on 
March 22, new regulations concerning foreign bank- 
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notes. Authorized banks are now permitted (1) to 
purchase without restriction foreign banknotes, (2) to 
deal in such banknotes with other banks and to sell 
them to French residents, at freely determined rates, 
within the limits of the legal maximum of foreign 
exchange allowed French tourists going abroad, and 
(3) to send such banknotes abroad for sale within the 
framework of existing regulations. 

Source: Journal Officiel, Paris, France, March 22, 

1958. 


Credit Restrictions in France 


The Bank of France, on April 17, raised the penalty 
rate that banks have to pay for central bank credit 
above their individual credit ceilings from 7 per cent 
to 8 per cent for rediscounts that exceed the’ ceilings 
by less than 10 per cent, and from 10 per cent to 12 per 
cent for rediscounts that exceed the ceilings by 10 per 
cent or more. The Bank of France also warned that 
the rediscount ceilings of those banks whose volume 
of credit outstanding—both short-term and medium- 
term—after the end of May exceeds the average amount 
outstanding on September 30, 1957 and on December 
31, 1957 may be reduced. On February 7, the National 
Credit Council had instructed banks to limit credit to 
that amount (see this News Survey, Vol. X, p. 267). 
Source: Le Monde, Paris, France, April 20-21, 1958. 


Reduction in Danish Discount Rate 


Effective Apri] 19, the National Bank of Denmark 
reduced both the discount and the rediscount rate from 
5% per cent to 5 per cent. The discount rate had been 
raised from 4% per cent to 5% per cent on June 23, 
1954, and the rediscount rate had been raised to 5% 
per cent on May 25, 1955, in order to counteract the 
increasing pressure on the foreign exchange reserves. 

In commenting on the lowering of the discount rate, 
the Governor of the National Bank stated that since 
1954 the foreign exchange reserves have risen by about 
DKr 600 million (US$82 million) and that the credit 
policy has been effective. He stressed, however, that 
consumption should not increase further. The lower 
interest rate will make it cheaper to build dwellings, 
encourage investment in manufacturing industries, and 
strengthen the farmers’ economic position, which has 
been deteriorating. 

Source: Norges Handels og Sj¢fartstidende, Oslo, Nor- 
way, April 19, 1958. 


Index Tying in Finland 


Borrowers from Finnish savings banks in 1957 had 
to pay, on the average, 1.9 per cent in order to cover 
the compensation paid to the depositors of index-tied 
funds in the same banks. Since the cost of living index 
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rose by 8.5 per cent, borrowers had to cover only 
about one fifth of the price increase. The percentage 
charged by each bank in order to cover the compensa- 
tion due on account of movements in the price index 
varies both with the ratio of index-tied deposits to total 
deposits and with the ratio of index-tied deposits that 
are covered to the extent of 100 per cent to those cov- 
ered to the extent of only 50 per cent of the price 
increase. The maximum additional rate charged by a 
savings bank was slightly over 5 per cent, bringing the 
combined interest rate and index charge to 13 or 14 
per cent. However, this maximum was charged by 
only two savings banks out of 410; the loans of these 
two banks accounted for only 0.2 per cent of total 
loans extended by the savings banks. 

Source: Hufvudstadsbladet, Helsinki, Finland, March 1, 

1958. 


West German Export Credits 


A summary, in the Frankfurter Allgemeine Zeitung, 
of the 1957 Annual Report of West Germany’s Export 
Credit Corporation (AKA) shows that in 1957, as in 
1956, the so-called credit-fund “A,” consisting of con- 
tributions by commercial banks, was used more exten- 
sively than the credit-fund “B,” made up of central 
bank funds. This may appear surprising at first sight, 
since “A” credits are extended at a higher rate of 
interest than “B” credits; but it can be explained by 
the fact that, two years ago, the central bank authori- 
ties increased from 20 per cent to 40 per cent the 
required minimum participation of exporters who re- 
financed their export credits by use of credit-fund “B.” 
Therefore, although “B” credits were cheaper than 
“A” credits, they were restricted to 60 per cent of the 
project-value, and exporters preferred to obtain “A” 
credits, in order to avoid tying up their own funds. 

When discussing the central bank measures taken 
in 1957, in conjunction with other measures of a gen- 
erally restrictive character, the Report records the 
Corporation’s regret at the decision, taken in Au- 
gust 1957, no longer to accept exporters’ bills for 
rediscount, since this measure, in particular, raised 
exporters’ costs. Complaint is also directed at another 
decision taken in 1957, which provides that compen- 
sation arising for the exporter under the conversion 
and transfer-risk clause of the export credit guarantee 
may be claimed only after a period of four, rather than 
of three, months. Also, the Federal Cabinet decided in 
1957 to increase, from 20 per cent to 25 per cent, the 
exporter’s minimum participation in the financing of 
exports so that the maximum credit obtainable from 
credit-fund “A” was reduced to 75 per cent of the 
total value involved. This is, of course, still more 
attractive than the 60 per cent obtainable by the 
exporter applying for a “B” credit. 


Total credit agreements concluded in 1957 by AKA 
amounted to DM 576 million (1956: DM 708 million), 
and commitments to issue credits rose to DM 202 
million (1956: DM 84 million). The actual use of “B” 
credits declined from about 12 per cent of the total 
fund available in 1956 to about 0.3 per cent in 1957. 
The average “A” credit amounted to DM 1.8 million, 
and the average “B” credit to DM 0.9 million. 

Following the latest reduction—from 4 per cent to 
3% per cent—in the central bank’s discount rate, the 
interest rate for “A” credits is now 7 per cent, and that 
for “B” credits is 5 per cent. 

Source: Frankfurter Allgemeine Zeitung, Frankfurt am 
Main, Germany, April 1, 1958. 


Middle East 
Egyptian Economy in 1957 


In an address at the annual general meeting of share- 
holders of the National Bank of Egypt, Dr. Abdel Galeel 
El Emary, Governor and President of the Board of the 
Bank, reviewed recent economic developments in 
Egypt. Commenting upon the budget for the fiscal 
year 1957-58 (see this News Survey, Vol. X, p. 44), 
he stated that it was gratifying to note that the deficit 
financing practiced in recent years—especially as a 
result of the events connected with the Suez crisis—had 
been abandoned during the present fiscal year. 

Dr. El Emary stated that the new banking law 
promulgated in July 1957 (see this News Survey, 
Vol. X, p. 229) had expanded considerably the respon- 
sibilities of the central bank and its controlling power 
over the credit and banking structure. The duties of 
the Supreme Committee created by the earlier central 
bank law had been transferred to the Board of Direc- 
tors of the National Bank of Egypt. The decision to 
promulgate the new law had proved to be very timely, 
and the usefulness of the special bank control depart- 
ment in the National Bank had already been proven. 
The other new department, which is to collect and 
make available for other banks information on the 
position of every client enjoying credit facilities exceed- 
ing a certain limit, is likely to make banking in Egypt 
a safer and sounder business. The Egyptianization of 
banks decreed in January 1957 (see this News Survey, 
Vol. IX, p. 255, and Vol. X, p. 12) is already making 
it easier to orient credit according to Egypt’s real inter- 
ests. The increase during 1957 in the cash reserves of 
banks, the considerable increase in deposits, and the 
marked expansion of banking business are signs of 
the over-all soundness of the position of the commer- 
cial banks and their satisfactory development under 
the new conditions in Egypt. 

In accordance with the intention announced when 
the commercial banks’ required reserve ratio of 12.5 
per cent was reduced to 7.5 per cent as of Novem- 
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ber 1, 1957 (see this News Survey, Vol. X, p. 163), 
this ratio was raised to 10 per cent as from March 1, 
1958 and was to be restored to 12.5 per cent as from 
April 1. New regulations for bank liquidity will be 
applied as from May 1. The ratio of liquid assets to 
deposits and other liabilities will be set at a minimum 
of 25 per cent until the end of December 1958, and it 
is to be raised thereafter to 30 per cent. 

The statistical record of movements of the money 
supply in 1957 was affected by the withdrawal from 
the Sudan during that year of LE 23 million in National 
Bank notes following the establishment of a new cur- 
rency in the Sudan in April 1957. The decline in bank- 
note circulation with the Egyptian public was, however, 
only LE 14.5 million. 

The disruption in Egypt’s foreign trade caused by 
the blocking of the Suez Canal and by the blocking of 
funds in the United Kingdom and the United States 
would have put immeasurable strain on Egypt’s for- 
eign exchange resources if it had not been for the help 
received from friendly countries, the exercising of 
Egypt’s right as a member of the International Mone- 
tary Fund, the facilities provided by bilateral agree- 
ments, and the measures taken to regulate imports and 
stimulate exports. However, such measures, Dr. El 
Emary said, are helpful only in the short run, and Egypt 
will ultimately have to adapt its spending to its current 
receipts from visible and invisible exports. Egypt pos- 
sesses a unique source of income—the Suez Canal— 
which accounts today for more than LE 35 million in 
foreign currency, or about 20 per cent of Egypt's 
foreign receipts and about one half of its receipts in 
convertible currencies. Egypt has turned more and more 
toward Eastern and Far Eastern countries to dispose 
of its exports, but it still has to rely on the West for 
imports of many necessities and for a large part of 
its capital equipment. Restrictions on imports and the 
stimulus given to exports by some monetary measures 
reduced Egypt’s unfavorable balance of trade from 
LE 44 million in 1956 to LE 11 million in 1957, but 
trade is still heavily tilted in the direction of the Social- 
ist Republics. Nearly one half of Egypt's total exports 
in 1957 went to these countries, while imports from 
them amounted to only 28 per cent of total imports. 
Egypt’s exports to countries other than the Asian and 
Arab countries and the Socialist Republics amounted to 
LE 49.9 million; imports from these countries were 
LE 94.0 million. Egypt’s main suppliers in the West 
are West Germany, the United States, and Italy. Pay- 
ment to these countries has to be made in free curren- 
cies—in U.S. dollars, Bekomarks, and multilateral lire. 
Since multilateral transfers are not possible for Egypt 
between the Western countries and the Socialist Re- 
publics, the divergence in the direction of its trade 
represents one of the gravest problems of its external 
economic policy. The authorities have been trying to 


remedy the situation, but most of the devices so far 
resorted to have been in the nature of mere palliatives. 
Apparently the radical remedy for the problem is to 
conduct trade with the outside world in one currency, 
and to sell to or to buy from all with the same currency, 
whether it be the Egyptian pound or any freely trans- 
ferable currency. This would put the buyers of Egyp- 
tian products, and especially of cotton, on the same 
footing, and at the same time enable Egypt to buy its 
requirements in the cheapest markets. 

The statistical position for cotton in the current sea- 
son is weak, with a heavy Egyptian crop coming on the 
heels of a bumper crop in the Sudan. Markets have been 
further affected by rumors that the United States might 
unload part of its strategic stockpile of long-staple 
cotton. However, the improved qualities of some varie- 
ties of Egyptian cotton, especially Menoufi, and the 
measures taken by the authorities to stimulate cotton 
exports, especially to markets paying in convertible 
currencies, are likely to dispel pessimism about the 
future of cotton during the current season. Exporters’ 
commitments are much above the corresponding figures 
for the 1956-57 season, and if the same rate of disposal 
continues, a carry-over not much larger than that of the 
previous two seasons should be expected, despite the 
fact that the estimate for the present crop has been 
revised to 8.8 million kantars, compared with 7.2 mil- 
lion in 1956-57 and 7.4 million in 1955-56. It is hoped 
that spinners in the Western countries will avail them- 
selves of the facilities provided by the recently intro- 
duced payments system based on the Egyptian export 
pound (see this News Survey, Vol. X, p. 310), and 
replenish their stocks at prices that are not expected 
to fall in view of the scarcity of higher grades in the 
current Sudan and US. crops. 

Preliminary estimates of the balance of payments for 
1957 show receipts of approximately LE 240 million 
and disbursements of about LE 270 million, leaving a 
deficit of some LE 30 million. This includes both cur- 
rent and capital items and is another indication that 
Egypt’s main efforts should now be directed toward 
balancing external payments. Important payments ar- 
rangements were concluded in 1957 with Italy, provid- 
ing for all transactions to be conducted in multilateral 
lire on a transferable basis, and with the United King- 
dom. The latter agreed to release £6 million from the 
blocked account in order to enable Egypt to pay for 
goods ordered from the United Kingdom before July 28, 
1956. A procedure was also agreed upon under which 
a freely transferable sterling account, styled No. 1 Spe- 
cial Account, was established with the Bank of England 
to which Canal dues may be paid by any country and 
which may be utilized as a transferable sterling account 
(see this News Survey, Vol. IX, p. 358). In addition, 
all maritime countries which have preferred to pay 
Canal dues in their own currencies have established 





334 


transferable accounts in Egypt’s favor. The system of 
Egypt’s payments agreements has, during the postwar 
years, rendered good service; but it has gradually grown 
much more complicated by the efforts made to adapt it 
to the peculiarities of individual countries. It is high 
time, Dr. El Emary concluded, to reduce the system 
to a common denominator and make payments pro- 
cedures uniform for all Egypt’s trading partners. 
Source: National Bank of Egypt, Report of the Fifty- 
Eighth Ordinary General Meeting, 1957, 
Cairo, Egypt, March 26, 1958. 


Economic Developments in Lebanon 


The national income of Lebanon reached LL 1,580 
million in 1957, an increase of about 11 per cent over 
the estimate for 1956. This yields a per capita income 
equivalent to US$325 for 1957. The growth in income 
is reflected in all sectors of economic activity and par- 
ticularly in the industrial and government sectors. De- 
spite a substantial improvement in agricultural output, 
income originating in agriculture increased only slightly, 
because of lower prices for various products. The serv- 
ices sector also seems to have suffered somewhat, as 
the number of tourists visiting Lebanon from Syria 
and elsewhere fell sharply while the number of transit 
passengers increased only a little. 

Demand for most items was strong in 1957, and 
prices were firm except for some commodities, such as 
wheat, coffee, and rice. After showing little change 
throughout 1956, prices started to rise in 1957. The 
cost of living index in Beirut rose from 441 (1939=— 
100) at the end of 1956 to 477 a year later; the in- 
crease was mostly in food items and fuel. The wholesale 
price index rose from 100 (1950=100) at the end of 
1956 to 105.5 at the end of August 1957, when fuel 
prices were raised, and then dropped to 102.6 at the end 
of the year. The expansion in the money supply during 
1957 amounted to 8.5 per cent, compared with 23.3 per 
cent in 1956. Gold held in the currency cover increased 
from 83.9 per cent of the note issue at the end of 1956 
to 86.7 per cent at the end of 1957. Bank credit 
advanced from LL 564 million at the end of 1956 to 
LL 645 million at the end of November 1957, while 
total demand deposits increased from LL 419 million 
to LL 534 million. Checks cleared in 1957 amounted 
to LL 1,455 million, against LL 1,229 million in 1956. 

Government fiscal operations in 1957 probably had 
a deflationary influence on the economy. Receipts from 
all sources seem to have exceeded expenditure for all 
purposes despite an increase in the latter from LL 145.5 
million in 1956 to LL 170.0 million in 1957 and 
LL 194.2 million budgeted for 1958. Receipts from 
customs duties, the most important source of revenue, 
amounted to LL 78.4 million in 1957, compared with 
LL 71.8 million in 1956. 
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Lebanon's foreign trade expanded moderately last 
year, particularly imports and transit trade. The value 
of imports increased by 11.8 per cent, from LL 561 
million in 1956 to LL 627 million in 1957, while the 
volume increased by 4.7 per cent. The United Kingdom 
replaced Syria as Lebanon’s largest supplier. Imports 
from the United Kingdom rose from LL 68.8 million 
in 1956 to LL 112.5 million in 1957, while imports 
from Syria fell from LL 111.1 million in 1956 to 
LL 92.2 million in 1957. The value of goods in transit 
increased by 13.1 per cent, to LL 1,244 million. The 
expansion in exports was smaller, amounting to 4.1 
per cent in value and 2.0 per cent in volume. As a 
result of these developments, the trade deficit widened 
from LL 415 million in 1956 to LL 474 million in 
1957. Indications are, however, that because of earn- 
ings from invisibles, private and public donations, and 
private capital inflow, the over-all balance of payments 
position of Lebanon was satisfactory in 1957. The 
Lebanese pound appreciated in terms of most of the 
major world currencies, as well as in terms. of all 
neighboring Arab currencies. 

Foreign aid to Lebanon amounted to $8.2 million 
in 1957; $8.0 million was supplied by the U.S. Inter- 
national Cooperation Administration and $0.2 million 
represented funds utilized from the loan of the Inter- 
national Bank for Reconstruction and Development for 
the Litani project. 

Despite the expansion in economic activity, both the 
turnover and prices of stocks on the Beirut market 
declined. The number of shares traded dropped from 
441,466 in 1956 to 324,694 in 1957, and the index 
of share prices fell from an average of 202 (1950=100) 
in January to 191 in December. 

Source: Le Commerce du Levant, Beirut, Lebanon, 
February 26, 1958. 


Oil Port in Iraq 


Iraq’s Minister of Economics has announced agree- 
ment with the Iraq Petroleum Company and its asso- 
ciate, the Basrah Petroleum Company, to build a float- 
ing oil port at the head of the Persian Gulf. The total 
cost of the project is estimated at over $80 million, and 
construction is expected to take two years. 

Source: Middle East Economic Digest, London, Eng- 
land, March 7, 1958. 


Far East 


Indian Manganese Export Policy 

The Government of India, having reviewed its policy 
for the export of manganese ore for the period 
July 1957-June 1958, has decided to authorize, with 
immediate effect, shippers and mine owners to utilize 





INTERNATIONAL FINANCIAL News Survey, April 25, 1958 


their quotas freely for effecting exports of manganese 
ore of all categories. Previously, they had been required 
to utilize not less than 40 per cent of the quotas issued 
to them for the export of ore with manganese content 
not exceeding 42 per cent (see this News Survey, 
Vol. X, p. 278). 

Source: Information Service of India, Indiagram, 

Washington, D.C., April 7, 1958. 


Indian-Egyptian Payments Agreement 


Officials of the Governments of India and the United 
Arab Republic, in discussions in New Delhi on 
March 25, reviewed matters of common concern in 
regard to trade and payments between India and 
Egypt, in the context of the foreign exchange difficul- 
ties of the two countries and in the light of recent for- 
eign exchange regulations promulgated in Cairo. It 
was agreed that, as long as these regulations remain in 
force, contracts for imports of Indian tea and jute tex- 
tiles into Egypt and exports of Egyptian cotton to India 
will be made in Egyptian pounds. The State Bank of 
India will open an account with the National Bank of 
Egypt to provide payments facilities to Indian exporters 
and importers of these commodities. However, pay- 
ments for all other import and export commodities will 
continue to be made in Indian rupees. 

Source: Information Service of India, IJndiagram, 
Washington, D.C., March 27, 1958. 


Revenue from Import Levies in Indonesia 


The yield from import levies (TPI) in Indonesia 
during the first quarter of 1958 amounted to only 
Rp 596 million; on this basis, the yield for the whole 
year 1958 would be about Rp 2.4 billion, compared 
with the budget expectation of Rp 5.2 billion. The 
TPI collections were Rp 4.9 billion in 1956 and Rp 4.4 
billion in 1957. The sharp fall in the first quarter of 
1958 was due to the heavy decline in imports, which 
in turn resulted from the shortage of foreign exchange 
on account of the severe decrease in exports. 

Source: Indonesian Observer, Djakarta, Indonesia, 
March 28, 1958. 


Banking and Credit Policy in Indonesia 


In an address in October 1957 to the Central 
Banking Course organized by the Commonwealth Bank 
of Australia in Sydney, Dr. Sjafruddin Prawiranegara, 
at that time the Governor of Bank Indonesia, stated 
that during the first years of Indonesia’s independence 
efforts to check inflation had been seriously hampered 
by an oversimplified interpretation of the Keynesian 
monetary theory, under the influence of which most 
Indonesian leaders strongly defended a budget policy 
based upon deficit spending. Indonesian experience had 
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demonstrated, however, that theories applicable to high- 
ly developed and industrialized countries should be 
critically scrutinized and properly modified before 
applying them to less developed agricultural societies. 
Deficit spending might be quite right for an industrial- 
ized country during a depression, but it is fundamentally 
ill-suited to an agricultural economy in which produc- 
tion is largely dependent upon nature and cannot in the 
short run be changed in relation to time, to volume, or 
to type. 

Dr. Sjafruddin further stated that in an underdevel- 
oped country, where money and capital markets are 
extremely limited, the central bank ought to be given 
the opportunity to receive and lend money as com- 
mercial banks do. This would enable it not only to 
expand and contract the volume of money, but also 
to exert a salutary influence on the rate of interest, 
which tends to be very high in less developed countries, 
where capital is normally scarce. Bank Indonesia had 
thus been able in 1951 to prevent sugar production 
from declining sharply when one of the big Dutch 
banks decided to stop further financing of several large 
sugar factories. The central bank is not a commercial 
bank, but it cannot and should not hesitate to take 
greater risks and assume greater responsibilities than 
ordinary commercial banks are willing to do. Accord- 
ing to the charter of Bank Indonesia, the commercial 
lending functions which it had inherited from the Java 
Bank were to be gradually abolished. The wording 
of this requirement was so vague, however, that it had 
given rise to many interpretations and much discussion. 
No decisions had yet been made by the Indonesian 
Parliament for enforcing the abolition of Bank Indo- 
nesia’s commercial banking activities, and, in Dr. Sja- 
fruddin’s view, such central bank activities are useful, 
if not indispensable, in a country such as Indonesia. 
Bank Indonesia’s commercial activities have, in fact, 
increased considerably. This is not due to any exag- 
gerated commercial ambition on the part of its man- 
agement, but is the result in large measure of govern- 
mental requests or the consequence of governmental 
economic and monetary policies. The general aim of 
these commercial activities is the protection and pro- 
motion of the Indonesian national economy in the face 
of cut-throat competition from historically more experi- 
enced and powerful foreign traders and other entre- 
preneurs in Indonesia. 

Source: Ekonomi dan Keuengan Indonesia, Dijakarta, 
Indonesia, January 1958. 


United States 


U.S. Monetary Policy and Interest Rates 


The Federal Reserve Board has approved a reduc- 
tion from 2% per cent to 1% per cent, effective 
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April 18, in the discount rate of five Federal Reserve 
Banks. The new rate is the lowest since August 1955. 
This is the fourth time since November 1957 that the 
discount rate has been lowered. 

The Federal Reserve Board also has reduced the re- 
serve requirements of member banks by one percentage 
point at central reserve city banks in New York and 
Chicago, and by one-half percentage point in 48 other 
large cities. The Board indicated that the reduction 
in reserve requirements could entail an increase of 
$2.7 billion in available bank credit. 

The prime interest rate, the charge made by com- 
mercial banks to borrowers with best credit ratings, 
has been reduced from 4 per cent to 34% per cent— 
the lowest rate in two years—by a number of major 
commercial banks, and the action is expected to be 
widespread. The treasury bill rate on new issues has 
fallen from 1.225 per cent to 1.055 per cent. The new 
rate is the lowest since that in the week of January 6, 
1955. 

Sources: The Journal of Commerce, April 18 and 22, 
1958, and The Wall Street Journal, April 18 
and 23, 1958, New York, N.Y. 


U.S. Industrial Production and Private Construction 


The Federal Reserve Board’s seasonally adjusted 
index of industrial production in the United States fell 
to 128 (1947-49=100) in March, 2 points below the 
February 1958 index and 17 points below the peak 
figure attained in August 1957. The March index was 
the lowest of any month since November 1954. The 
fall from the August 1957 peak amounts to nearly 12 
per cent, and is slightly greater than the percentage 
declines recorded during the entire course of the reces- 
sions of 1948-49 and 1953-54. All major sectors of 
production declined in March, with mining showing 
the largest percentage change. The indices of both 
durable and nondurable goods manufacturing fell by 
2 points; however, the decrease in durable goods pro- 
duction was at a slower rate than in other recent months. 
Steel ingot production continued to decline during 
March, and by early April it was about half the record 
output of early 1957. Production of nonferrous metals, 
construction materials, and most types of producer 
equipment also continued to decline. Output of con- 
sumer durable goods fell further, and automobile assem- 
blies in March were about three fifths the assemblies 
in March 1957; in early April, they were curtailed some- 
what further. 

Private housing starts in March were at a seasonally 
adjusted rate of less than 900,000 units, about the 
same as in February and 130,000 units less than in 
January of this year. Part of the decrease in building 
activity in February and March was attributable to the 


unusually poor weather conditions prevailing at that 


time. 


Sources: The Wall Street Journal and The Journal of 
Commerce, New York, N.Y., April 15, 1958. 


Latin America 


Panama's Free Zone 


There are now about 75 companies which make use 
of the facilities of the Colén Free Zone in Panama, 
where shipments of finished or semifinished goods may 
be brought without import licenses or duties and fees, 
and further processing or repackaging can be completed. 
Inventories sufficient to fill customers’ requirements for 
four months are frequently maintained in Colén. Addi- 
tional land has been assigned to the Free Zone, which 
will make it possible to build warehouses virtually at 
shipside. 

Source: The Chase Manhattan Bank, Latin-American 
Business Highlights, New York, N.Y., First 
Quarter 1958. 


Argentine Exchange Rates 


The official Argentine market exchange rate has 
remained unchanged at M$N 18.00 to the U.S. dollar 
and M$N 50.40 to the pound sterling. However, the 
free market dollar rate rose to M$N 41 on March 27, 
but fell the following day to M$N 39.45. 


Source: First National Bank of Boston (Buenos Aires 
Branch), The Situation in Argentina, Buenos 
Aires, Argentina, March 31, 1958. 


Corrigendum 


Volume X, No. 39, April 11, 1958, page 316, item, 
“Belgian Discount Rate”: The second sentence should 
read, “At the same time, the National Bank reduced its 
other interest rates. .. .” 
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